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BEGIN SUMMARY: EFFECTS OF PETROLEUM AND RAW MATERIAL 
SUPPLY/PRICE SITUATION INCLUDE SHORT-TERM OPPORTUNITIES 
FOR US SALES OF STEEL, CHEMICALS AND FERTILIZER AND 
LONGER-TERM IMPROVED SALES OF HEAVY EQUIPMENT FOR 
MINING AND LOGGING INDUSTRIES AND AGRO-INDUSTRIAL 
MACHINERY. IN ADDITION GOP WILL BE LOOKING TO ENERGY 
SOURCES OTHER THAN PETROLEUM FOR POWER GENERATION AND 
TRANSPORT. SIGNIFICANT OUTWARD FLOW OF INVESTMENT 
FUNDS IS BELIEVED UNLIKELY. END SUMMARY. 

1. PRIOR TO OCTOBER. 1973, PHILIPPINES WAS FEELING 
PINCH OF WORLDWIDE SHORTAGES OF PRODUCTS SUCH AS STEEL 
SLABS, BILLETS AND COILS, CHEMICALS FOR PLASTIC AND 
TEXTILE INDUSTRIES AND FERTILIZERS. SINCE ENERGY 
CRISIS TRADITIONAL SUPPLIER, JAPAN, HAS BEEN SLOW IN 
FULFILLING CONTRACTS AND IN SOME CASES, LIKE SEMI 
FINISHED STEEL, UNABLE OR UNWILLING TO SUPPLY. FOR 
UNCLASSIFIED 

UNCLASSIFIED 

PAGE 02 MANILA 02858 111043Z 

IMMEDIATE FUTURE, AT LEAST UNTIL SUPPLY SITUATION 
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NORMALIZES, PRICE CONSIDERATIONS WILL BE SECONDARY TO 
SUPPLY AND THERE WILL BE OPPORTUNITIES FOR AMERICAN 
SUPPLIERS. STEPPING INTO BREACH AT THIS POINT COULD 
REDOUND IN US FAVOR AS LOCAL USERS COULD SEE ADVANTAGE 
OF RELIABILITY OF SOURCE OF SUPPLY OVER PRICE 
DIFFERENTIAL. 

2. FOR LONGER TERM, NEED FOR FOREIGN EXCHANGE TO 
FINANCE PETROLEUM IMPORTS WILL ENCOURAGE ACCELERATED 
EXPANSION OF EXPORT INDUSTRIES. AREAS WHERE US PRODUCTS 
WOULD HAVE GREATEST POTENTIAL WOULD BE IN MINING AND 
LOGGING EQUIPMENT, WOOD PROCESSING EQUIPMENT AND AGRO- 
INDUSTRIAL MACHINERY. US SUPPLIERS NOW HAVE SIGNIFICANT 
SHARE OF THESE MARKETS AND PRODUCTS ARE HIGHLY REGARDED 
BY LOCAL USERS. BUT BECAUSE OF GOVERNMENT DETERMINATION 
TO PROTECT FOREIGN EXCHANGE RESERVES, SUPPLIERS WOULD 
HAVE TO BE ABLE TO OFFER LIBERAL FINANCING. 

3. AS RESULT OF ENERGY COST SQUEEZE GOP HAS OVER- 
HAULED LONG-TERM POWER DEVELOPMENT PROGRAM. EMPHASIS 
WILL BE ON REPLACEMENT OF PETROLEUM WITH ALTERNATE 
SOURCES OF ENERGY, SUCH AS NUCLEAR, GEOTHERMAL AND, 
PERHAPS, COAL. IN ADDITION GOVERNMENT STUDYING MASS 
TRANSIT SYSTEM FOR MANILA METROPOLITAN AREA TO REDUCE 
RELIANCE ON INTERNAL COMBUSTION VEHICLES. BOTH AREAS 
HOLD PETENTIAL FOR US SUPPLIERS. PARTICULARLY IF 
AMERICAN ELECTRICAL FIRMS WOULD BE WILLING SUPPLY 
SMALL (50-60 MEGAWATT) TURBINES FOR USE IN 
ELECTRIFICATION PROJECTS. 

4. GOP FOSTERING OIL EXPLORATION PROGRAM IN OFFSHORE 
AREAS. UP TO NOW OFFSHORE WORK HAS BEEN UNDERTAKEN BY 
FOREIGN OIL EXPLORATION COMPANIES. THERE IS 
POSSIBILITY THAT LOCAL CAPITAL WILL ENTER FIELD THUS 
CREATING MARKET FOR OIL EXPLORATION EQUIPMENT. THAT 
POSSIBILITY MAY BE SEVERAL YEARS AWAY BUT IT WOULD BE 
PRUDENT FOR US SUPPLIERS WHO ARE ACTIVE IN OTHER 
COUNTRIES THIS AREA TO VISIT PHILIPPINES FROM TIME TO 
TIME SO AS TO BE PREPARED IF MARKET DEVELOPS. 
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5. IN 1973 PHILIPPINES INCREASED FOREIGN EXCHANGE 
RESERVES BY OVER $600 MILLION TO HIGHEST LEVELS 
ENJOYED IN MANY YEARS. GOP DETERMINED TO KEEP 
RESERVES AT PRESENT HIGH LEVELS AND FOR THAT REASON 
WOULD DISCOURAGE OUTFLOW OF INVESTMENT FUNDS AT LEAST 
UNTIL SUCH TIME AS GOP HAS GREATER UNDERSTANDING OF 
LONG-TERM EFFECTS OF NEW PETROLEUM SITUATION. IN 

ANY EVENT, LOCAL DEMAND FOR CAPITAL IS SUCH THAT 
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REVERSE DIRECT INVESTMENT NOT LIKELY TO BE 
SIGNIFICANT. 

SULLIVAN 
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